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OATH OR AFFIRMATION

i, James W. Harris : , swear {or affirm) that, t6 the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Seneca Financial Group, Inc, , as

of February 15, » ,20_03 | are true and correct. 1 further swear (or affirm) that

neither- the company nor any partner, proprietor, pr1m:1pal off cer or dlrector has any propnetary interest in any account
classified solely as that of a customer, except as follows )

ROBERTA SUFRIN

Notary Pubhc State of New York - - -
41-4951944 7
Qualmed in Queens County N . _

%m@;ionEx ires Jupg 5, 2 23 2 Slgnature '
M ’ 74255‘4’)@,( - , "1

Title

Notary Pubhc

his report ** contains {check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propnetors Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15c3 3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3. #

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




SENECA FINANCIAL GROUP, INC.
FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2002 AND 2001
with

INDEPENDENT AUDITOR'S REPORT



Leslie Sufrin and Company, P.C.
Certified Public Accountants

134 West 28th Street
New York, NY 10001
Ph: 212.696.4800

Fx: 212.481.1638/1696

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Seneca Financial Group, Inc.

We have audited the accompanying balance sheets of Seneca Financial Group, Inc. as of
December 31, 2002 and 2001 and the related statements of operations, changes in stockholders’
equity and cash flows for the years then ended. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Seneca Financial Group, Inc. as of December 31, 2002 and 2001, and
the results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

oi/u,&é ,Jud&,.. V. 4—-“/“7/ 7 C

January 24, 2003




SENECA FINANCIAL GROUP, INC.

BALANCE SHEETS
December 31, 2002 and 2001

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for
doubtful accounts of $17,989 and $49,889:
Billed
Unbilled
Prepaid expenses and other current assets
Total current assets

Furniture and equipment,

less accumulated depreciation (Note 3)
Marketable securities (Note 4)
Security deposits

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable and accrued liabilities
Deferred revenue
Capitalized leases payable - current (Note 7)
Stockholders' distribution payable
Loan from stockholder (Note 5)
Total current liabilities

Capitalized leases payable (Note 7)
Commitments (Note 7)

Stockholders' equity:
Common stock
Capital-in-excess of par value
Accumulated (deficit)
Accumulated comprehensive income
Total stockholders' equity

See accompanying notes.
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2002 2001

$ 93,945 $1,232,758
375,913 822
42,661 -
20,398 95,102
532,917 1,328,682
266,757 268,374

- 321,303

18.654 18.654
818,328 1,937,013

$ 109,688 $ 441,060
74,700 -
15,027 11,795
16,393 152,079
18.227 -
234,035 604,934
20,911 27,312
2,400 2,400
2,397,600 2,397,600
(1,836,618)  (1,166,536)
- 71.303

563,382 1,304,767
818,328 1,937,013



SENECA FINANCIAL GROUP, INC.
STATEMENT OF OPERATIONS
Years Ended December 31, 2002 and 2001

Revenues: 2002 2001
Consulting income, including reimbursed expenses of
$179,935 and $367,721 in 2002 and 2001, respectively $2.216,070 $3,638.495
Expenses:
Salaries 1,142,931 957,525
Bonuses 618,681 815,084
Payroll taxes 81,207 90,268
Employee benefits 55,864 40,125
Financial information 19,868 16,159
Dues and subscriptions ' 38,832 34,257
QOutside services 16,475 13,366
Travel and entertainment 197,349 418,247
Auto expenses 42,329 51,349
Rent and rent tax . 188,934 118,656
Telephone and utilities 18,242 20,827
Office and printing supplies 51,239 . 44975
Equipment rental 39,941 33,761
Maintenance and repairs 6,815 17,653
Insurance 33,264 21,903
Postage and delivery 6,623 8,341
Professional fees 168,338 193,485
Adpvertising and public relations 69,565 113,529
Charitable contributions 40,467 31,595
Bad debt - 49,350
Franchise taxes 1,673 1,290
Other 14,920 17,448
Depreciation and amortization 79.633 42901
Total costs and expenses 2,933,190 3,152,094
Income (loss) from operations (717,120) 486,401
Other income (expenses):
Gain on sale of securities 46,254 -
Interest income, net of interest expense of $5,162 and
$2,663 in 2002 and 2001, respectively 784 29,728
(Loss) on disposals of furniture and equipment, net - (11,470)
Total other income 47,038 18,258
Net income (loss) $ (670,082) $ 504,659

See accompanying notes.
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SENECA FINANCIAL GROUP, INC.
STATEMENTS OF CASH FLOWS
Years Ended December 31, 2002 and 2001

2002 2001
Cash flows from operating activities:
Net income (loss) $ (670,082) $ 504,659
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:
Depreciation and amortization 79,633 42,901
Gain on sale of marketable securities (46,254) -
Loss on disposal of equipment, net of proceeds
from sale of $1,490 - 11,470
Marketable securities received in lieu of cash
payment for fees - (250,000)
(Increase) decrease in:
Accounts receivable (417,752) 245,604
Prepaid expenses and other current assets 74,704 (35,494)
(Decrease) increase in:
Accounts payable and accrued liabilities (331,372) (85,905)
Deferred revenue 74,700 -
Net cash (used for) provided by operating activities (1,236,423) 433,235
Cash flows from investing activities:
Purchase of furniture and equipment (68,106) (185,963)
Proceeds from sale of marketable securities 296,254 -
Net cash provided by (used for) investing activities 228,148 (185.963)
Cash flows from financing activities:
Payment on capital lease obligations (13,079) (6,182)
Distribution to shareholders (135,686) (201,333)
Loan from shareholder 18,227 -
Net cash (used by) financing activities (130,538) (207,515)
Increase (decrease) in cash and cash equivalents (1,138,813) 39,757
Cash and cash equivalents - beginning of year 1,232,758 1,193,001
Cash and cash equivalents - end of year $ 93945 $1,232,758
Cash paid during the year for:
Interest $ 5,163 $ 2422
Income taxes $ 1674 $ 4,169

Noncash financing activities:

In 2002, the Company entered into a capital lease for $9,910 associated with the acquisition of office
equipment, and in 2001 entered into capital leases for $24,461 associated with the acquisition of computer

equipment.

In 2001, the Company accrued a distribution payable to stockholders of $152,079.

See accompanying notes.
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SENECA FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

Note 1 - Nature of business and basis of presentation

Seneca Financial Group, Inc. (the "Company") was incorporated in the State of Delaware on April 28,
1993 for the purpose of providing financial advisory services to companies in order to assist them in
improving their financial performance. Seneca offers consulting and advisory services in the area of
mergers and acquisition, financial restructuring, bankruptcies and equity financing. The Company is a
member of the National Association of Securities Dealers.

During the year ended December 31, 2002, the Company experienced a net loss and negative operating
cash flow. The Company has commitments from several clients for 2003 that will result in revenues
exceeding $1 million. Management of the Company plans to actively market its financial consulting
and advisory service throughout 2003. The Company has made several formal proposals to companies
seeking such services and is currently awaiting their decision as to the appointment of the Company as
financial consultant/advisor. In addition, the Company is currently representing two clients in
transactions on a contingency basis, which if successfully completed will result in revenues which
would alleviate liquidity issues. The Company also plans to reduce operating costs during 2003 and, if
necessary, will obtain the financial support of its shareholders. In effort to reduce or eliminate the
operating cash flow shortfall experienced in 2002, the Company must either achieve its business
development goals, reduce its operating costs or obtain the financial support of its shareholders.

Certain reclassifications have been made to the accompanying 2001 financial statements to conform to
the 2002 presentation.

Note 2 - Summary of significant accounting policies

Use of estimates

The preparation of financial statements in accordance with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Significant estimates made in the accompanying financials include the
allowance for doubtful accounts, the useful lives of furniture and equipment, the quoted market value of
marketable securities and the present value of capital lease obligations. Actual results could differ from
those estimates.

Concentrations of credit risk
Financial instruments which potentially subject the Company to significant concentrations of credit risk
consist of cash and cash equivalents and accounts receivables.

The Company maintains nearly all of its cash in a money market account which is not insured by the
FDIC. However, the Company has not experienced any losses and believes that it is not exposed to any
significant credit risk on cash and cash equivalents.



SENECA FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

Note 2 - Summary of significant accounting policies (continued)

Concentrations of credit risk (continued)

The Company is exposed to a concentration of credit risk concerning accounts receivables due to the
limited number of customers comprising the Company’s receivables. The Company performs ongoing
credit evaluations of its customers payments and believes their exposure is limited, and appropriately
provided for.

Cash and cash equivalents
The Company considers cash in banks, money market accounts and all highly liquid debt instruments
purchased with a maturity of three months or less to be cash and cash equivalents.

Accounts receivable and allowance for doubtful accounts

The Company invoices its clients based upon the written terms established between the parties.
Following collection efforts in the normal course of business, when payment for services is not rendered
pursuant to these terms, management identifies potentially uncollected accounts receivable on a specific
identification basis, considering factors such as the financial condition of the client or decisions
rendered by bankruptcy courts. Potentially uncollectible accounts receivable are charged to the
allowance for doubtful accounts when final determination is made that the amounts are uncollectible.

Marketable securities

Marketable securities are accounted for as available for sale securities and are stated at quoted market
value, with unrealized gains and losses reflected as accumulated comprehensive income, a separate
component of stockholders equity. Upon the sale of the marketable securities, a capital gain is
recognized and a reclassification adjustment is recorded to reflect the amount of capital gain recognized.

Fumiture and equipment

Furniture and equipment are recorded at cost. Renewals and betterments of property are capitalized,
whereas repairs and maintenance charges are expensed as incurred. The Company capitalized costs
incurred in connection with the acquisition or development of its website, in accordance with Emerging
Issues Task Force 2000-02 "Accounting for Web Site Development Costs". Website development cost
is amortized using the straight-line method over 3 years. Additions and major improvements are
capitalized, whereas the cost of maintenance and repairs is charged to operations as incurred.

Income taxes
The Company has elected to be treated as an "S" Corporation for federal and state income tax purposes,
whereby the income or loss inures to the stockholders. The Company is subject to the Delaware
franchise tax.
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SENECA FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

Note 2 - Summary of significant accounting policies (continued)

Revenue recognition

Consulting income is recorded over the life of the underlying agreement, as consulting services are
rendered. Deferred revenue represents billings rendered or payments received prior to the rendering of
consulting services. Advisory service income is recognized upon completion of the restructuring or
financing transaction, when collectibility is likely, following court approval for bankruptcy advisory
services.

Note 3 - Furniture and equipment

At December 31, 2002 and 2001, furniture and equipment consisted of:

Useful lives
2002 2001 _in years
Fumiture and fixtures $175,900 $ 127,015 7
Office equipment 18,260 15,957 5
Computers and equipment 56,850 54,106 3
Capitalized leased equipment 57,751 47,841 3
Leasehold improvements 133,016 118,842 Life of lease
Website 18,000 18,000 3
459,777 381,761

Less accumulated depreciation
and amortization (*) (193,020) (113.387)

$ 266,757 $ 268,374

(*)  Includes accumulated depreciation on capitalized leased equipment of $23,978 and $8,266 in
2002 and 2001, respectively.

Note 4 - Marketable securities

In 2001, in connection with services rendered for a restructuring transaction, the Company received a
success fee approved by a bankruptcy court. The fee was partially paid by the Company receiving
45,254 shares of stock of NCO Portfolio Management, Inc. ("NCPM"), valued at an aggregate
reorganization value of $250,000. The shares of NCPM, which are now traded on the NASDAQ stock
exchange, were valued in the accompanying balance sheet at their quoted market value at December 31,
2001 of $321,303, with the unrealized gain of $71,303 reflected as accumulated comprehensive income.
During 2002, the Company sold the shares of NCPM and realized a gain of $25,580.

During 2002, the Company received shares of Principal Financial Group ("PFG") in connection with a
demutualization of the insurance carrier. The Company sold the shares of PFG and recognized a gain
on sale of $20,674.



SENECA FINANCIAL GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

Note 5 - Loan from stockholder

In November 2002, a stockholder of the Company advanced $18,227. The loan, which bears interest at
the prime rate (4.75% at December 31, 2002) has no stated maturity date.

Note 6 - Significant clients

In 2002 and 2001, revenue from four clients amounted to approximately $1.52 million and $2.7 million,
respectively, representing approximately 68.7% and 81% of total revenues for the years ended
December 31, 2002 and 2001, and approximately 5% and 61% of net trade accounts receivable at
December 31, 2002 and 2001, respectively.

Note 7 - Commitments

The Company leases office space in Greenwich, Connecticut under a non-cancelable lease which was
renewed in 2001 and expires on December 31, 2006. The minimum future annual payments through
2006, exclusive of normal escalation is $180,400.

Leases that meet the criteria for capitalization under generally accepted accounting principles are
recorded as assets and the related obligations are recorded at the present value of the future minimum
rental payments. These leases are reflected as capitalized leases payable in the accompanying balance
sheet.

At December 31, 2002, minimum future rental payments due pursuant to the non-cancelable capital
leases of computers and office equipment for the years ending December 31, 2003 through 2007 are:

2003 $18,600
2004 15,566
2005 4,723
2006 2,760
2007 680
Total minimum lease payments 42,329
Amount representing interest (6.391)

Present value of net minimum lease payments $35,938

Note 8 - 401(k) Plan

In April 2002, the Company established a 401 (k) Plan for its employees. Employees who have been
employed at least six months are eligible to contribute up to 15% of their compensation, not in excess of
limits placed by the Internal Revenue Code. Participants are fully vested in their contributions. The
Company may elect to make discretionary contributions; no such contributions were made in 2002. The
Company paid plan administrative fees of approximately $600 for the year.

-9.



Seneca Financial Group, Inc.
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission
December 31, 2002
NET CAPITAL
Total ownership equity
Less: Non-allowable assets
Net capital before haircuts
Less: Haircuts
Net Capital

AGGREGATE INDEBTEDNESS

COMPUTATION OF NET CAPITAL REQUIREMENT
Minimum net capital required

Excess net capital at 1500%
Excess net capital at 1000%

Ratio: Aggregate indebtedness to net capital

$563,381

724,383

(161,002)

1,077

($162,079)

$254,948

$16,997

{5179,076)

(8187,574)

-1.573 to !



Pursuant to the reporting requirement (j) of Form X17-A-5 Part IIl, Reconciliation between the
Audited Computation of the Company's Net Capital and Computation of 15¢3-3 Reserve
Requirements for Seneca Financial Group, Inc. and the Unaudited Part II:

There are no reconciling items.
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‘Pursuant to reporting requirement (n) of Form X-17A-5 Part II, there were no material inadequacies
existing during the audit of Seneca Financial Group, Inc. or existing since the date of the previous
audit. '



